LESSON 3 FROM W-4 TO 1040A

GLOSSARY OF KEY

Ability to Pay

A concept of tax fairnessthat people with different
amounts of wealth or different amounts of income
should pay tax a different rates. Wealth includes assets
and property, such as houses, cars, stocks, bonds, and
savings accounts. |ncome includes wages, interedt,

and dividends.

Adjusted Gross Income
Total income reduced by certain deductions, such
asfor an IRA or student |oan interest.

Credits

A direct reduction of tax owed. Credits are dlowed for
such purposes as child care, higher education costs,
qualifying children, and the earned income credit for
low-income taxpayers.

Dependent

A person who relies on someone el se for support.

A taxpayer may claim an exemption for a dependent
if certain conditions (dependency tests) are met.
Taxpayers cannot claim themsealves or their spouses
as dependents.

Dividends
A corporation's distributions to its shareholdersfromiits
earnings and profits.

Earned Income

Includes wages, sdaries, tips, net earnings from
sdlf-employment, and other income received for
personal services.

Earned Income Credit

A credit that can be paid to low-income workers, even
if no income tax was withheld from the worker's pay.
Torecevethe credit, a qualified taxpayer must file
atax return.

efile

Filing a return by computer. Theinformation is trans-
mitted over telephonelinesto an IRS computer where
itisautomaticaly checked and processed. Refunds can
go into the taxpayer’s savings or checking account by
Direct Deposit.

Exempt (from Withholding)

Free from withholding of federal income tax. Must
meet certain income, tax liability, and dependency
criteria. Does not exempt a person from other kinds of
tax withholding, such as socia security tax.
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Exemption (Personal or Dependency)

Amount that taxpayers can clam for themselves, their
spouses, and eligible dependents. Thetotal is subtracted
from adjusted gross income before tax isfigured on the
remaining income.

Federal/State efile

Program, sponsored by IRS in partnership with partici-
pating states that allows taxpayersto file federal and
state income tax returns eectronically at the sasmetime.

GrossIncome

Money, goods, and property you received that must
generally be reported on atax return and may be
included in taxable income.

Interest Income
Income a person receives from certain bank accounts
or from lending money to someone else.

Standard Deduction

An amount provided by law and based on filing
status, age, blindness and dependency that taxpayers
may deduct from their adjusted grossincome before
ax is determined.

Tax Withholding
Money that an employer holds back from an employee's
pay to pay part or all of the employee's taxes.

Taxablelncome
The income on which tax isfigured.

TeleFile

Filing returns over touch-tone phone. The taxpayer
must receive a Tele-File package by mail and quaify
to use Forms 1040EZ.

1040PC

A condensed paper tax return prepared on a personal
computer using IRS-accepted tax preparation software,
plain paper, and a printer. The return is mailed. Refunds
go into the taxpayer’s a savings or checking account by
Direct Deposit.

Unearned Income

Income other than pay for work performed. Interest and
dividends from savings or investments are commons
kinds of unearned income.

Withholding Allowance

Claimed by an employee on Form W-4. An employer
uses the number of allowances claimed, together with
income earned and marita status to, determine how
much income tax to withhold from wages.
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Form W-4 (1999)

Purpose. Complete Form W-4 so your employer
can withhold the correct Federal income tax
from your pay. Because your tax situation may
change, you may want to refigure your
withholding each year.

Exemption from withholding. If you are
exempt, complete only lines 1, 2, 3, 4, and 7,
and sign the form to validate it. Your exemption
for 1999 expires February 16, 2000.

Note: You cannot claim exemption from
withholding if (1) your income exceeds $700 and
includes more than $250 of unearned income
(e.g., interest and dividends) and (2) another
person can claim you as a dependent on their
tax return.

Basic instructions. If you are not exempt,
complete the Personal Allowances Worksheet.
The worksheets on page 2 adjust your
withholding allowances based on itemized

deductions, adjustments to income, or
two-earner/two-job situations. Complete all
worksheets that apply. They will help you figure
the number of withholding allowances you are
entitled to claim. However, you may claim
fewer allowances.

Child tax and higher education credits. For
details on adjusting withholding for these and
other credits, see Pub. 919, Is My Withholding
Correct for 1999?

Head of household. Generally, you may claim
head of household filing status on your tax
return only if you are unmarried and pay more
than 50% of the costs of keeping up a home for
yourself and your dependent(s) or other
qualifying individuals. See line E below.
Nonwage income. If you have a large amount
of nonwage income, such as interest or

dividends, you should consider making
estimated tax payments using Form 1040-ES.
Otherwise, you may owe additional tax.

Two earners/two jobs. If you have a working
spouse or more than one job, figure the total
number of allowances you are entitled to claim
on all jobs using worksheets from only one
Form W-4. Your withholding will usually be most
accurate when all allowances are claimed on
the Form W-4 prepared for the highest paying
job and zero allowances are claimed for the
others.

Check your withholding. After your Form W-4
takes effect, use Pub. 919 to see how the dollar
amount you are having withheld compares to
your estimated total annual tax. Get Pub. 919
especially if you used the Two-Earner/Two-Job
Worksheet and your earnings exceed $150,000
(Single) or $200,000 (Married).

Recent name change? If your name on line 1
differs from that shown on your social security
card, call 1-800-772-1213 for a new social
security card.

Personal Allowances Worksheet

A Enter “1” for yourself if no one else can claim you as a dependent
® You are single and have only one job; or

B Enter “1” if:

® You are married, have only one job, and your spouse does not work; or

® Your wages from a second job or your spouse’s wages {or the total of both) are $1,000 or less.

(¢}

more than one job. (This may help you avoid having too little tax withheld.).

© mMmo

Child Tax Credit:
eligible child.

For accuracy,
complete all
worksheets
that apply.

Enter number of dependents (other than your spouse or yourself) you will claim on your tax return .

Enter “1” if you will file as head of household on your tax return (see conditions under Head of household above)
Enter “1” if you have at least $1,500 of child or dependent care expenses for which you plan to claim a credit

e |f your total income will be between $20,000 and $50,000 ($23,000 and $63,000 if married), enter “1” for each
o |f your total income will be between $50,000 and $80,000 ($63,000 and $115,000 if married), enter “1” if you have
two eligible children, enter “2” if you have three or four eligible children, or enter “3” if you have five or more eligible children
Add lines A through G and enter total here. Note: This amount may be different from the number of exemptions you claim on your return. P
® |f you plan to itemize or claim adjustments to income and want to reduce your withholding, see the Deductions
and Adjustments Worksheet on page 2.
e If you are single, have more than one job and your combined earnings from all jobs exceed $32,000, OR if you
are married and have a working spouse or more than one job and the combined earnings from all jobs exceed
$55,000, see the Two-Earner/Two-Job Worksheet on page 2 to avoid having too little tax withheld.

Enter “1” for your spouse. But, you may choose to enter -0- if you are married and have either a working spouse or

mTMmMmoOOoO

G

> H

o |f neither of the above situations applies, stop here and enter the number from line H on line 5 of Form W-4 below.

Form W'4

Department of the Treasury
Internal Revenue Service

Cut here and give the certificate to your employer. Keep the top part for your records.

Employee’s Withholding Allowance Certificate

» For Privacy Act and Paperwork Reduction Act Notice, see page 2.

OMB No. 1545-0010

1999

1 Type or print your first name and middle initial

Last name

2 Your social security number

Home address (number and street or rural route)

3 D Single D Married D Married, but withhold at higher Single rate.
Note: /f married, but legally separated, or spouse is a nonresident alien, check the Single box.

City or town, state, and ZIP code

4  If your last name differs from that on your social security card, check
here. You must call 1-800-772-1213 for a new card

> O

5 Total number of allowances you are claiming (from line H above or from the worksheets on page 2 if they apply) . S
Additional amount, if any, you want withheld from each paycheck . .
7 | claim exemption from withholding for 1999, and | certify that | meet BOTH of the followmg condmons for exemptlon
® Last year | had a right to a refund of ALL Federal income tax withheld because | had NO tax liability AND
o This year | expect a refund of ALL Federal income tax withheld because | expect to have NO tax liability.

]

If you meet both conditions, write “EXEMPT” here .

6%

Under penalties of perjury, | certify that | am entitled to the number of wnhholdmg allowances clalmed on this certificate, or | am entitled to claim exempt status.

Employee’s signature
(Form is not valid
unless you sign it) »

Date >

8 Employer’s name and address (Employer: Complete 8 and 10 only if sending to the IRS)

9 Office code

10 Employer identification number
{optional}

Cat. No. 10220Q
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FORM W-4 cont.
Form W-4 (1999) Page 2
Deductions and Adjustments Worksheet
Note: Use this worksheet only if you plan to itemize deductions or claim adjustments to income on your 1999 tax return.
1 Enter an estimate of your 1999 itemized deductions. These include qualifying home mortgage interest,
charitable contributions, state and local taxes (but not sales taxes), medical expenses in excess of 7.5%
of your income, and miscellaneous deductions. (For 1999, you may have to reduce your itemized
deductions if your income is over $126,600 ($63,300 if married filing separately). Get Pub. 919 for details.) 1 $
$7,200 if married filing jointly or qualifying widow(er)
$6,350 if head of household e e e 2 8
2 Enter .
$4,300 if single
$3,600 if married filing separately
3 Subtractline 2 fromline 1. ifline 2 is greater than line {,enter 0- . . . . . . . . . . 3 $
4 Enter an estimate of your 1999 adjustments to income, including alimony, deductible IRA contributions, and student loan mie{est . 4 $
5 Add lines 3 and 4 and enter the total . . . . - . e e e e e 5 $
6 Enter an estimate of your 1999 nonwage income (such as d:wdends or mterest) 6 $
7 Subtract line 6 from line 5. Enter the result, but notlessthan-0-, . ., . . . . . . . . . 7 §
8 Divide the amount on line 7 by $3,000 and enter the result here. Drop any fraction . . . . 8
9  Enter the number from Personal Allowances Worksheet, line H, on page 1 9
10 Add lines 8 and 9 and enter the total here. If you plan to use the Two-Earner/Two-Job Worksheet also enter
this total on line 1 below. Otherwise, stop here and enter this total on Form W-4, line 5, on page 1. . . 10
Two-Earner/Two-Job Worksheet
Note: Use this worksheet only if the instructions for line H on page 1 direct you here.
1 Enter the number from line H on page 1 (or from line 10 above if you used the Deductions and Adjustments Worksheet) & I
2 Find the number in Table 1 below that applies to the LOWEST paying job and enter it here 2
3 I line 1 is GREATER THAN OR EQUAL TO line 2, subtract line 2 from line 1. Enter the result here (uf
zero, enter -0-) and on Form W-4, line 5, on page 1. DO NOT use the rest of this worksheet . ., . 3
Note: /fline 1 is LESS THAN line 2, enter -0- on Form W-4, line 5, on page 1. Complete lines 4-9 to calculate
the additional withholding amount necessary to avoid a year end tax bill.
4  Enter the number from line 2 of this worksheet . . . . . . . . . . 4
5 Enter the number from line 1 of this worksheet . e e e e 5
6 Subtractline 5 fromlined4 . . e e e . . - P 6
7 Find the amount in Table 2 below that applies to the HlGHEST paying JOb and enter it here . 7 8
8 Multiply line 7 by line 6 and enter the result here. This is the additional annual withholding amount needed 8 %
9 Divide line 8 by the number of pay periods remaining in 1999. (For example, divide by 26 if you are paid
every other week and you complete this form in December 1998.) Enter the result here and on Form W-4,
line 6, page 1. This is the additional amount to be withheld from each paycheck . . . . . . . 9 8
Table 1: Two-Earner/Two-Job Worksheet
Married Filing Jointly All Others
If wages from LOWEST Enter on If wages from LOWEST Enter on If wages from LOWEST Enter on If wages from LOWEST Enter on
paying job are-— line 2 above  paying job are— line 2 above | paying job are-— line 2 above  paying job are— line 2 above
$0-$4000 . . . . 0 40,001 - 45000 . . . 8 $0 - $5,000 0 65,001 - 80,000 . .8
4,001- 7,000 ., . . . 1 45,001 - 54000 . . . 9 5,001 - 11,000 1 80,001 - 100,000 . .9
7,001 -12000 ., . ., . 2 54,001 - 62,000 . . . 10 11,001 - 16,000 . . . 2 100,001 and over 10
12,001 -18000 ., . ., . 3 62,001 - 70,000 ., . . M 16,001 - 21,000 . . . 3
18,001 -24,000 , ., . . 4 70,001 - 85000 , . . 12 21,001-25000 . . . 4
24,001 - 28,000 . 5 85,001 - 100,000 ., . . 13 25,001 - 40,000 . 5
28,001-35000 ., , , . 6 100,001 - 110,000 ., . . 14 40,001 - 50,000 . 6
35001-40000 . . . . 7 110,001 and over , . 15 50,001 - 65,000 7
Table 2: Two-Earner/Two-Job Worksheet
Married Filing Jointly All Others
if wages from HIGHEST Enter on if wages from HIGHEST Enter on
paying job are— line 7 above paying job are— line 7 above
$0 - $50,000 . . . $400 $0 - $30,000 , . $400
50,001 - 100,000 . . . . 770 30,001 - 60,000, 770
100,001 - 130,000 . . 850 60,001 - 120,000 . 850
130,001 - 240,000 . .1,000 120,001 - 250,000 . . 1,000
240,001 and over , . .1,100 250,001 and over , . 1,100
Privacy Act and Paperwork Reduction Act Notice. We ask for the information on this records relating to a form or its instructions must be retained as long as their contents may
form to carry out the Internal Revenue laws of the United States. The internal Revenue become material in the administration of any Internal Revenue law. Generally, tax returns
Gode requires this information under sections 3402(f}{2}(A) and 6108 and their regulations. and return information are confidential, as required by Code section 6103.
Failure to provide a properly completed form will result in your being treated as a single The time nesded to complete this form will vary depending on individual circumstances.
person who claims no withnoiding allowances; p may also The estimated average time is: Recordkeeping 46 min., Learning about the law or the
subject you to penalties, Rouline uses of this mformatxon include giving it to the form 10 min., Preparing the form 1 hr., 10 min. If you have comments concerning the
Depmment of Jueuce fo'r ewn end cqunaj litigation and to cities, states, and the District of accuracy of these time estimates or suggestions for making this form simpler, we would be
Columbia for usa in administering their tax laws. hapoy to hear from you, You can write to the Tax Forms Committee, Western Area
You are not required to provide the information requested on a form that is subject to the Distribution Center, Rancho Cordova, CA 95743-0001. DO NOT send the tax form to this
Paperwork Reduction Act unless the form displays a valid OMB control number. Books or address. instead, give it to your employer.
@ Printed on recycled paper
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ARE YOU EXEMPT FROM
WITHHOLDING?~?

Can someone else claim you
as adependent?

Do you have any unearned
income (such as dividends
or interest?)

Is your total income MORE
than $700 for 1999 and
includes more than $250 of
unearned iNncome.

YES
Did you pay any
federal income tax
You CANNOT
last year? (Or was . .
claim exemption
any amount that i i
) from withholding.
was withheld NOT
refunded to you?)
hd =
Do you expect to S
owe ANY federal
income tax this You CAN claim
vear? (Will your exemption from
refund be LESS withholding.
than the total fed-
i 2
eral tax withheld?)

*Different amounts apply if you are blind. All questions and case studies in this lesson use the amounts shown here.
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THE DEPENDENCY
TESTS

There are five tests to determine whether someone is your dependent: mem-
ber of household or relationship, joint return, citizenship, gross income, and
support tests.

Each dependent must meet al five of the following tests:

Test 1: Relationship or Member Y our dependent must be either your relative or someone who lived in your
of Household Test home as a member of your household all year; the relationship must not
violate local law.

The following are considered your relatives:

S Y our child. Your child includes your son, daughter, stepchild,
adopted child; a child who lived in your home as a family mem-
ber, if placed with you by an authorized placement agency for
legal adoption; or afoster child (any child who lived in your
home as afamily member for the whole year).

Y our grandchild, great-grandchild, etc.

Y our son-in-law, daughter-in-law.

Y our parent, grandparent, stepparent, parent-in-law.

Y our brother, sister, stepbrother, stepsister, brother-in-law,
sister-in-law, half- brother, half-sister.

If related by blood, your aunt, uncle, nephew, niece.

Any person, related or not, who was a member of your household
for the entire year, except for anyone who was your spouse at any
time during the year.

Test 2: Gbross Income Test If your child is under age 19 at the end of the tax year or under age 24 and
afull-time student, he or she does not have to meet the grossincome test.
Y our child age 19 or over and who is not a full-time student under age 24
can meet thistest only if his or her grossincome was less than $2,750 for
1999.

Other relatives or household members must have gross incomes of less
than $2,750 for 1999.

Test 3: Support Test Anindividual may meet the support test if you contribute more than 50% of
his or her total support during the calendar year.

If you contributed more than 10% of someone’s support and together with
others contributed more than half, you or one of the others who contributed
more than 10% may meet the support test. Y ou and the other contributors
have to decide who will claim the person as a dependent if the other four
tests are met.

If you, either alone or together with others, contributed 50% or |ess of
Someone’ s support, you cannot claim that person as a dependent.

Test 4: (itenshiporResidentTest  The dependent must be a U.S. citizen or resident alien, aresident of Canada
or Mexico, or your adopted child who is not a U.S. citizen but lived in your
home the entire year.

Test S: Joint Retun Test Generally, your married dependent cannot file ajoint return with his or
her spouse.
Note: If neither the dependent nor the dependent’ s spouseiis required to file
but they file ajoint return to get arefund of all tax withheld, you may claim
him or her if the other four tests are met.



3.5

Student Handout

Revised 11-99
EXAMPLES

$75 in interest income. His parents claim him as a dependent on their tax return. His Personal Worksheet and

last year, and he expects to earn between $300 and $400 in wages this year. He al so expects to receive about
Form W-4 are shown here.

Jay R. Blueis single and works a few hours each month at his uncl€e’s shop. Jay had no income tax liability

EXAMPLE 1
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700.00

Sa.
5b.
Sc.

Keep for Your Records
2.

|

married filing jointly) as a dependent.
Enter the smaller of line 3 or line 4. If under 65 and not blind, stop here and enter this amount on Form

Use this worksheet ONLY if someone can claim you (or your spouse if

1040A, line 21. Otherwise, go to line 5b . . e .
If 65 or older or blind, multiply the number on Form 10404, line 20a, by $1,050 if single or head of

household; $850 if married filing jointly or separately, or qualifying widow(er)

Add lines Sa and 5b. Enter the total here and on Form 1040A, line 21

Married filing jointly or Qualifying widow(er), enter $7,200
Head of household, enter $6,350

Standard deduction.

a.

Married filing separately, enter $3,600

Add $250 to the amount from Form 1040A, line 7. Enter the total
Single, enter $4,300

Minimum standard deduction

]
.
.
b.
.

Standard Deduction Worksheet for Dependents—Line 21
 J

1.
2.

4. Enter the amount shown below for your filing status:

3. Enter the larger of line 1 or line 2,

5.
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Student Handout

Revised 11-99

EXAMPLES
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The Brown’s also expect to receive about $400 in interest. Denise wants her employer to withhold $3 from

each paycheck, to make sure she and Jeffrey will not owe tax at the end of the year. Denise’ s personal

Denise L. Brown started a new job. She expects to earn about $23,000 this year. Her husband Jeffrey
Allowances Worksheet and Form W-4 are shown below.

works too, and he claims two allowances on the Form W-4 for hisjob. He expects to earn about $25,000.

EXAMPLE 2
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700.00

5a.
5b.
Se.

Keep for Your Records

Line 21

Enter the smaller of line 3 or line 4. If under 65 and not blind, stop here and enter this amount on Form

10404, line 21. Otherwise, go to line Sb

married filing jointly) as a dependent.

Use this worksheet ONLY if someone can claim you (or your spouse if

If 65 or older or blind, multiply the number on Form 1040A, line 20a, -by $1,050 if single or head of

household; $850 if married filing jointly or separately, or qualifying widow(er)
Add lines 5a and 5b. Enter the total here and on Form 1040A, line 21

Married filing jointly or Qualifying widow(er), enter $7,200

Head of household, enter $6,350
Standard deduction.

a.

Married filing separately, enter $3,600

Add $250 1o the amount from Form 1040A, line 7. Enter the total .
Single, enter $4,300

Minimum standard deduction
Enter the amount shown below for your filing status:

(]
.
.
[
b.
c

Standard Deduction Worksheet for Dependents:

3. Enter the larger of line 1 or line 2.

1.
2.
4.
S.




